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CHAPTER I 



INTRODUCTION 

The technological revolution which has occurred in 
the United States in the past quarter-century has resulted 
in many changes in the environment, both social and economic. 
The period following World War II has presented many rewards 
from peacetime pursuits and, unfortunately for mankind, 
provided the United States and its enemies with powerful, 
destructive tools for the conduct of warfare. Along with the 
advantages offered by this phenomenal growth, there have 
arisen many challenges to management, both in the private 
economy and in the military community. 

A major challenge posed to the military manager is 
that of providing logistical support, both maintenance and 
supply, for the sophisticated weapon systems of today and 
the future. Navy logistics managers have special problems 
in supporting new weapons, new communication control, and 
ships' propulsion systems. The systems to be supported in 
the seventies represent a "quantum jump" in complexity, 
performance, and cost over their counterparts of World War II. 
Today's demand for product variation dictates more than ever 
that an activity's inventory policy be wisely chosen. Such 
policies can make a real difference in the ability to 
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provide expeditious fulfillment of the requirements of sup- 
ported units while minimizing the expense of maintaining an 
adequate inventory. Just as the old adage attests, "for want 
of a nail, a shoe is lost," the lack of a ten-cent transistor 
can deprive an expensive aircraft of its primary mission 
capability, and the nation is thus deprived of a portion of 
its deterrent force. 

Of primary importance in the support of these complex 
weapon systems is the management functions performed by the 
supply officer on board the nation's largest men-of-war, the 
attack aircraft carriers. Operating with limited funds and 
inexperienced, overworked personnel, he is faced with the 
management task of procuring, receiving, storing, and issuing 
the food, clothing, consumables, and repair parts required 
to support the ship, an embarked air wing of approximately 
eighty-five combat aircraft, and the more than 5,000 persons 
required to operate and maintain the ship and aircraft. The 
aircraft support alone may encompass an inventory of spare 
parts of 88,000 line items with a combined dollar value of 
$24 million."*" 

Although this inventory of aeronautical repair parts 
has increased in size by approximately 300 per cent in the 
past fifteen years, the stocking objectives and inventory 

■*"CDR M. S. Ribble, SC, USN, Director, Allowance 
Control Division, Aviation Supply Office, presentation to 
the 25th Annual Aviation Supply Officers' Conference, 
Philadelphia, Pennsylvania, on October 20, 1970. 
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management concepts are basically unchanged from those 
utilized in the mid-fifties. An additional problem is that 
even though the cost of repair parts required to support 
these ships and aircraft has risen sharply over the past 
decade, funds budgeted by Congress for support of these 
inventories have been reduced substantially in the last 
few years. ^ 

It is the hypothesis of this writer that the present 
method of management and accounting for this ever-increasing 
inventory has become obsolete and too burdensome for effec- 
tive management. It has reached the point, emphasized by 
Peter Drucker, that "a poor system structure makes a good 
performance impossible, no matter how good the individual 

manager may be. To improve the system structure . . .will 

2 

therefore always improve performance." 

The major problem would appear to be that the carrier 
supply officer is asked to manage an immense inventory of 
repair parts which will not be required during the life cycle 
of the aircraft, let alone during a six- to nine-month 
cruise. This problem, combined with the problems of insuffi- 
cient, overcrowded storerooms and shortage of qualified 
personnel, gives some indication of the difficult, if not 

^This statement is based on the writer's experience 
in budgeting for aviation support while serving as Afloat 
Budget Analyst on the Staff of Commander Naval Air Forces, 
Atlantic Fleet, from January 1970 through May 1971* 

2 

Peter F. Drucker, The Practice of Management 
(New York: Harper and Row, Publishers, Inc . , 195^) 5 P* 225. 



4 



impossible, management task the supply officer has thrust 
upon him. 

It is proposed that the inventory system presently 
utilized in the management of spare parts be replaced by a 
system which allows the manager to determine his stocking 
objectives and gives him an incentive to produce positive 
results. As has been pointed out in a study of 308 indus- 
trial firms, an improved, efficient logistics system can 
reduce the on-hand inventory requirement by 50 per cent."*" 

It is the opinion of certain personnel in the field 
of logistics management, including this writer, that the 
management criteria utilized by the Navy Stock Fund offers 
both the incentive and the tools for the supply officer to 
manage his inventory as well as substantially reduce the 
amount of excess material carried aboard the naval aircraft 
carriers . 



Statement of the Research Question 

The research question chosen for analysis and 

evaluation in this paper is : 

Would shipboard implementation of the Navy Stock 
Fund (NSF) inventory management procedures reduce or 
eliminate the supply management prob ems now being 
experienced on naval aircraft carriers? 



^"John F. McCarthy, Jr., Professor, Department of 
Management Science, The George Washington University, in a 
lecture given to the Navy Graduate Financial Management 
Class, on February 2, 1972. 
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To answer this question, a number of subsidiary questions 
must be answered: 

1. What is the Navy Stock Fund concept and how would 
it apply to shipboard inventories? 

2. What effect would the Navy Stock Fund inventory 
criteria have on the utilization of financial, material, 
and human resources? 

3. Would there be any improvement in the budgeting 
and costing for aviation support? 

4. How can operational readiness of fleet units be 
maintained under the revised management criteria? 

Scope of the Study 

The general overview of the study will deal with 
aeronautical support of aviation units with specific appli- 
cation toward inventory management afloat. Proven civilian 
management theories will be evaluated for possible application 
in the solving of the problem. 

Purpose of the Study 

It is the purpose of this study to analyze the 
feasibility of implementing the present Navy Stock Fund 
inventory management and accounting system on board naval 
aircraft carriers in a manner which will allow efficient, 
economical management without degradation of operational 
readiness of the fleet units. The implementation of this 
proposed system on major combat ships of the Navy has 
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been the subject of numerous studies and most recently was 
a significant point of debate lodged within the upper 
echelon of naval logistics support. 1 The size and complexity 
of the problem of shipboard inventory control validates the 
necessity for a detailed study of the subject. 

Research Methods Utilized and 
Method of Analysis 

The principal approach to the study was to delve into 
the problems of the present afloat inventory management and 
accounting systems and review some of the present and past 
material policies which have contributed to them. Where 
applicable, sound management procedures are proposed, which, 
if properly implemented, will reduce, if not eliminate, these 
problems . 

The secondary research leading to this paper con- 
sisted of an exhaustive examination of government source 
documents relating to stock fund and aeronautical support in 
the Navy and Air Force. Numerous books, articles, reports, 
studies, and theses were reviewed and evaluated. Personal 
interviews conducted with officials associated with and 
experienced in the supply support and maintenance of Naval 
Aviation Weapon Systems as well as Navy Stock Fund Operations 
were utilized to the maximum. 

1 Preliminary Report of SECNAV Ad Hoc Stock Fund 
Review Panel , Eli T. Reich, Rear Admiral, USN, Chairman, 
Appendix I: "Pricing, Surcharges and Credit Policy" 
(Washington, D.C. : U.S. Department of the Navy, May 28, 

1970), p. 20. 
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The primary research is based on the writer's six 
years' experience in the area of supply support for naval 
aircraft. These six years were divided almost equally 
between the supply department of a naval air station, as 
aviation stores officer on an attack aircraft carrier, and 
as a member of the supply inspection team of Commander 
Naval Air Forces, Atlantic Fleet. 

The method of analysis was based on extraction and 
isolation of relevant facts and ideas which pertained to 
the primary research question. After this task was accom- 
plished, deductive reasoning was utilized as a means of 
determining whether the conclusions drawn were feasible from 
a logical point of view. 

Organization of the Study 

In order to acquaint the reader with the long history 
of success enjoyed by stock funds over the past eighty years, 
Chapters II and III examine the history, establishment, and 
concept of operation of the Department of Defense stock funds 
with specific emphasis on the Navy Stock Fund. The latter 
chapter deals with the who, what, and why of the Navy Stock 
Fund. 

Chapter IV evaluates the present methods of provision- 
ing for naval aircraft support which tend to create excessive 
stocking objectives and waste critical support funds. It 
proposes revised stocking criteria based on demand and sales 
under the Navy Stock Fund management criteria that will 
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provide for more efficient utilization of material, financial, 
and human resources. Some major incentives which will accrue 
from an inventory system that allows the manager to establish 
and partially control the stocking objectives of his indi- 
vidual unit are pointed out in Chapter V. This is accomplished 
by emphasizing the results to be expected when well-recognized 
management practices are applied in this area. In addition, 
this chapter inquires into the impact of the Navy Stock Fund 
Inventory Management and Accounting System on budgeting for 
and costing of supported naval aviation units. 

Evaluation of the effects on operational readiness 
of fleet units which may result from being supported by the 
Navy Stock Fund procedures is conducted in Chapter VI. 

Various methods of measuring effectiveness are described and 
appraised. This evaluation is followed by a short compari- 
son of operational readiness at present and the writer's 
evaluation of future effects, if any, on fleet readiness 
under the proposed system. 

A brief summary of the main points and concepts of 
the study and a statement of some conclusions, with 
substantive reasoning, are presented in Chapter VII. 

It is fully realized that, while the proposals and 
recommendations brought forth in this paper are based on 
sound management theory, the "real world" environment of 
shipboard operations may necessitate some deviations in 
order to achieve maximum effectiveness and efficiency. 
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Nevertheless, the basic concept appears sound and, if 
adopted, should result in improved supply support for fleet 
aircraft as well as substantial savings to the Navy, and 
ultimately to the American taxpayer. 



CHAPTER II 



im 



THE NAVY STOCK FUND 

The Origin and Early History 
of Stock Funds 

The problem of having supplies and spare parts 
available at the right location, in the right quantity, and 
at the right time has been a major area of concern for 
logistics managers since cavemen put aside extra rocks and 
spare clubs for future use. No one knows who truly deserves 
the title of "father of the stock fund." One outstanding 
nominee, however, is Joseph, the Biblical storekeeper of the 
Pharoah's graneries who set aside excess grain in the 
plentiful years in preparation for the famine years of the 
future. In a general sense, the "stock fund" that he main- 
tained is very similar to the stock fund that is conceived 
in the minds of most people today. 

Although the use of stock funds in all services of 
the Department of Defense is relatively new, the original 
concept of this type of fund can be traced back to 1878 
when a "General Account of Advances" was created in the Navy 
Department. Under this procedure, all payments for supplies 
by a disbursing officer first charged the General Account 
of Advances and later charged the annual appropriation 
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which used the supplies.^" Since it derived its capital from 
the annual appropriations of the Navy, it lacked the flexi- 
bility of a true revolving fund which is not limited on an 
annual basis. 

As might be expected under this limited concept, 
much confusion in matters of supply responsibility existed 
throughout the Navy. 

Secretary of the Navy Herbert, in 1896, addressed 
some 'of the problems associated with the lack of specific 
control in the Department of the Navy prior to 1886: 

The general-storekeeper system was established 
in the Navy ten years ago. Prior to that time the 
eight bureaus of the Navy Department acted inde- 
pendently of each other in the matter of purchases, 
and had different methods of purchasing, keeping 
accounts, caring for and issuing articles under their 
cognizance. This resulted in many differing systems 
of accounts, and also, as each bureau necessarily 
kept many articles in stock, in large and unnecessary 
accumulations of stores, bureaus often purchasing 
for their own use articles, large stocks of which 
were at the time lying idle in the storehouses of 
other bureaus. Secretary Whitney concentrated the 
entire system of purchasing for the Navy under the 
Paymaster-General, and established the gen-ral- 
storekeeper system, whereby all articles on hand, 
no matter under what bureaus, were consolPated for 
general use and placed under the control of the 
Bureau of Supplies and Accounts, which wa; held 
responsible for their purchase, care and i. sue. 

This order naturally encountered much resistance 
and may be expected to be more or less opposed as 
long as the bureau system obtains. Each cl ief is 
tempted to insist upon his right to purchase, upon 



John'W. Hempstead, "A Study of the Navy Stock 
Fund, 1893-1952" (unpublished Master's thesis, American 
University, 1953), p* 14-. 
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^John'W. Hempstead, "A Study of the Navy Stock 
Fund, 1893-1952" (unpublished Master's thesis, American 
University, 1953 ), p. 14. 
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the plea that he knows better than any other just 
what he needs. 1 

In an attempt to eliminate some of the confusion as 
to who would have the responsibility for purchase, manage- 
ment, and distribution of Navy supplies, Congress enacted 
two important acts in 1889 and 1890. The first placed the 
responsibility for custody of supplies, together with the 

establishment of property accounts, within the Bureau of 

2 

Supplies and Accounts. The ensuing year proved that 
although the Bureau of Supplies and Accounts had been tasked 
with the responsibility for inventory management in the Navy, 
the operating bureaus would not furnish them the authority 
for use of their funds. To improve this situation, Congress 
passed a second act in 1890 which stated in part: "... all 

supplies purchased with moneys appropriated by this Act 
shall be deemed to be purchased for the Navy and not for any 
Bureau thereof, and these supplies together consolidated, 
and catalogued, and issued for consumption or use, -under 
such regulations as the Secretary of the Navy may prescribe, 

3 

without regard to the bureau for which they are purchased." 

These two acts resulted in significant improvements 
in the acquisition and control of material consumed in the 



U.S., Department of the Navy, Annual Report of the 
Secretary of the Navy for the Year 1896 (Washington, D.C. : 
Government Printing Office, 1896), pp. 30-31. 

2 U.S., 25 Stat. 817, Act of March 2, 1889. 

5 U.S., 26 Stat. 205, Act of June 30, 1890. 
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operation and maintenance of Naval equipment, but the admini 
trative details involved when the Bureau of Supplies and 
Accounts attempted to utilize various appropriations for 
purchase created excessive delays between the initiation of 
a requirement and its fulfillment. 

In his annual report of 1892, the Paymaster-General 
of the Navy, Edwin Stewart, addressed this problem and recom 
mended that authority and funds be granted by Congress to 
establish a permanent working capital. His report stated: 

A source of embarrassment is found in the delay 
necessarily incident to filling emergency requisi- 
tions for articles not in store of which purchase 
must be made. The laws of 1890 and 1891 provide that 
all supplies purchased from appropriations for the 
naval service shall be considered as belonging to the 
Navy and not to any particular bureau. These laws have 
an admirable tendency to limit purchases to absolute 
foreseen necessities, as chiefs of bureaus naturally 
object to approving requisitions for the purchase of 
supplies out of appropriations under their control , 
which may in possible contingencies be diverted to 
the uses of other departments. There should, however, 
be always on hand sufficient supplies to meet constant 
demands. Delays would be obviated if there could be 
kept always in store a stock of ordinary commercial 
articles to be replenished from time to time by requisi- 
tions emanating from the general storekeeper. In order 
to secure this end by a method that could in no way be 
objectionable to the several bureaus, I would respect- 
fully recommend that Congress be asked to create a 
fund amounting to $200,000, to be known as the supply 
fund, out of which ordinary commercial articles may be 
purchased on requisitions originated by general store- 
keepers and approved by the Paymaster-General; such 
supplies when issued to the different departments to 
be charged against the proper appropriation, and the 
fund reimbursed and in this way kept intact. This 
would not entail any expenditure in excess of the 
regular annual appropriation; it would prevent deten- 
tion of ships needed for sudden and immediate service 
and would enable the purchase by contract, after 
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public advertisement, of a large quantity of supplies 
which now must of necessity he procured in the open 
market under emergency requisitions.! 

As a result of this request, Congress created a 

"permanent" Naval Supply Fund in the total amount of $200,000 

in the spring of 1893- The utilization of the newly created 

fund was limited "to the purchase of ordinary commercial 

supplies for the naval service, and to he reimbursed from 

the proper naval appropriations whenever the supplies pur- 

2 

chased under said fund are issued for use." 

The initial capital for the fund was advanced from 

the annual "General Account of Advances," rather than by 

separate appropriation. The permanent nature of the fund 

was provided in the creation of a legal entity which could 

purchase, hold, and sell supplies without regard to fiscal 

year limitations, and which would maintain its integrity 

from the proceeds of its sales to appropriated funds. 

As this Act provided a major management tool for 

increased control and improved accounting, the Naval Supply 

Fund was well received by the Naval Bureaus. In fact, it 

was accepted and utilized to the degree that Congress found 

it necessary to approve four separate requests for additional 

z 

working capital during the time frame of 1892 through 1902. 



^U.S. , Department of the Navy, Annual Report of the 
Paymaster- General of the Navy for the Year 1892 (Washington, 
D.C. : Government' Printing Office, 1802), p. 57* 

2 U.S., 27 Stat. 723, Act of March 3, 1893. 

3 U.S., 32 Stat. 17, Act of February 14, 1902. 
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These additional funds expanded the fund until "working 
capital" within the Naval Supply Fund totaled $2.7 million 
in 1902. 1 



The Naval Supply Account 

The events of the first decade of the twentieth 
century led to a major change in the method of accounting 
for the physical material in the fund and gave birth to the 
"Naval Supply Account," which was later changed to the Naval 
Stock Account as it is known today. 

In 1907, after several unsuccessful attempts to have 
Congress appropriate more funds to finance his rapidly 
increasing requirements for the fund, Paymaster General 
Rogers drafted a letter for the Secretary of the Navy's 
release which directed "that all material which has been 
purchased from annual appropriations be transferred to and 
incorporated into the Naval Supply Fund. Thereafter all 
such material will have its value debited to the appropri- 
ations under which it is drawn and credited to the Naval 
p 

Supply Fund." Unfortunately, this letter was released by 
the Acting Secretary of the Navy in the absence of Secretary 
Meyer. 

Thus, with one signature of a directive, the inclu- 
sion of the "common general stores" inventory in the amount 

■^U.S., Department of the Navy, Bureau of Supplies and 
Accounts, History of Navy Stock Fund and Naval Supply Account 
[Washington, D.C. , 19^5J , p - 15. (Lithographed. ) 

2 Ibid . , p. 14. 
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of approximately $9*5 million raised the total value of the 
Naval Supply Fund to $12.2 million, without the need of 
Congress to appropriate a cent by law."'" 

Secretary Meyer, upon learning what had happened in 
his absence, declared the action illegal, since it was not ■ 
sanctioned by Congressional law, and drafted a letter to 

p 

the Attorney General requesting an opinion on the subject. 

Paymaster General Rogers vigorously opposed the 
Secretary's stand and presented the argument that "this 
transfer of stores was not an increase in the money value of 
the fund and that a distinction should be made between the 

stores or stock placed in the fund and the Navy Supply Fund 

3 

and that the fund itself was not disturbed." 

At the recommendation of the Attorney General and 
Secretary of the Navy, with concurrence by Paymaster-General 
Rogers and the House Naval Affairs Committee, the accounting 
firm of Marwick, Mitchell and Company was employed "to study 
the whole situation as well as to devise a system of cost 

accounting for the various activities which managed the 

zj. 

physical inventory of the fund." 

The recommendations which resulted from this 
extensive study eliminated many problem areas, and a signifi- 
cant portion of those recommendations which were put into 
effect are still in effect today. 

1 Ibid. , p. 15. 2 Ibid . 

5 Ibid . ^Ibid . , p . 18 . 
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These recommendations were the basis for legislation 
which established the Naval Supply Account in 1910.^ This 
act stated: 

Naval supply account for the Naval Establishment: 

All stores on hand July Eirst , nineteen hundred and 
ten, shall be charged to a naval supply account on the 
records of the Bureau of Supplies and Accounts, and 
all purchases of stock or expenditures for manufactured 
or repaired articles for stock at navy- yards or sta- 
tions, during the fiscal years nineteen hundred and 
eleven and nineteen hundred and twelve, shall be charged 
to this account and be paid for from the "General 
Account of Advances." 

The amount so advanced during the fiscal years nine- 
teen hundred and eleven and twelve shall be charged to 
the proper appropriations as these stores are consumed 
from stock, and when disbursements made for all other 
purposes are accomplished, the amount so charged shall 
be returned to "General Account of Advances" by pay or 
counter warrants: Provided, however, that such material 

as provisions, clothing and small stores, medical stores, 
and such other materials as the Secretary of the Navy 
may designate, may be purchased by specific appropri- 
ations or transferred to specific appropriations before 
such materials are issued for use or consumptions. The 
said charge, however, to any particular appropriation 
shall be limited to the amount appropriated therefor. 2 

The provisions of this act were subsequently made 
permanent by the Act of March A, 1911, which also abolished 
the "first permanent Naval Supply Fund." Because of the 
importance of the 1910 act, a short explanation is necessary. 
It combined all the stores in the Naval establishment into 
one fund, with a total value, including ordnance and ordnance 
stores, of approximately $74-* 6 million. This amount was 



^Ibid. , p. 19- 

2 U.S.,' 36 Stat. 792, Act of June 25, 1910. 

5 U.S., 36 Stat. 1279, Act of March 4, 1911. 

^Navy Department, History of Navy Stock Fund , p. 20. 
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significantly more than the previous legal monetary limit of 
the Naval Supply Fund, which was $2.7 million. 

The wording of the new act allowed a limit in the 
amount set up on the books of the Treasury in the "General 
Account of Advances," which, in reality, was the total of the 
annual naval appropriations. This created speculation by 
Congress about whether a limit should be placed on the amount 
of funds that could be invested in stock, on the theory that 
large surpluses might arise as a result of unwise buying. 
However, the Secretary of the Navy dismissed its apprehen- 
sions with the issuance of General Order No. 69, which 
directed that: 

In order to prevent any further undue accumulation 
of supplies and ma : erials at the various navy yards and 
stations, the Depa 'tment hereby directs that on and 
after July 1, 1910, all requisitions for stock supplies 
and materials shall be submitted to the Paymaster General 
of the Navy for approval or disapproval according to his 
judgment, based on the quantities reported to be on hand 
or available for shipment from other yards or 
stations . 

Requisitions, i.e., those intended to cover pur- 
chase of supplies or material needed for immediate use 
or for a specific purpose, shall be submitted to the 
Paymaster General of the Navy via the bureaus concerned. 
If in the opinion of the Paymaster General any such 
requisition shall not be approved, then he shall dis- 
approve and submit it immediately to the Department, 
with his reasons for the action taken. 1 

Many of the requirements established by this order are still 

in effect for ordering the material that composes the Navy 

Stock Account portion of the current Navy Stock Fund. 



■'"Ibid. , p. 21 . 
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The accounting system for inventory management and 
reporting that was set up by the Bureau of Supplies and 
Accounts as a result of the Marwick and Mitchell study and 
report, in 1910, has remained the same, with the exception 
of a few minor refinements, and is utilized today. 

Growth of the Fund from 
1910 to l^J 

The quarter-century from 1910 through 1939 saw the 
Naval Stock Fund put to extensive use in the successful 
procurement and management of the vast amount of material 
required for the Navy during World War I. Although the Fund 
was extremely active in an operational sense, there were few 
changes in its organization or purpose. The only legisla- 
tion which reflected other than an insignificant effect on 
the Naval Supply Account's management during this time was 

seven acts dealing with equipage exemption,"*" disposal losses, 

3 4 

excesses and deficiencies in Navy appropriations, pricing, 

5 

operating expenses, including transportation costs as a 
cost of material, ^ and the stocking of publications and forms 

7 

in the fund . ' 

1 U.S. , 38 Stat. 405, Act of June 30, 1914. 

2 U.S., 41 Stat. 825, Act of June 4, 1920. 

5 U.S., 41 Stat. 1169, Act of March 1, 1921. 

4 U.S. , 41 Stat. 1170, Act of March 1, 1921. 

5 U.S., 42 Stat. 132, Act of July 12, 1921. 

6 U.S., 45 Stat. 633, Act of May 21, 1928. 

7 U.S., 45 Stat. 1461, Act of March 2, 1929- 
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In an effort to dispose of excess war material, 
there was a significant trend toward substantially reducing 
the size of the fund during the span of "peaceful years" 
stretching from the close of World War I until immediately 
prior to World War II. 

The total value of the Naval Supply Account as of 

the end of fiscal year 1921 was $265-6 million, of which 

approximately $250 million was invested in material.^ By 

the end of fiscal year 1959, this excessive amount had been 

2 

reduced to approximately $70 million. It is significant 
that not all of this reduction was excess material. A 
portion of it was brought about by the reevaluation of 
inventory and by outright recisions of cash in the amount 
of $84 million, as well as by numerous donations to activities 

3 

authorized by Congress during this period. 

Stock Bund Contributions 
During World War II 

The deteriorating situation in Europe and the 
declaration of a state of national emergency by President 
Franklin D. Roosevelt on September 5, 1939, dictated that 
the fund again be expanded in preparation for war. Various 
Congressional Acts from June 11, 1940 through December 23, 
1943, increased the fund over a billion and a half dollars. 

^Navy -Department , History of Navy Stock Fund , p. 37- 
2 Ibid . , p. 64. 5 Ibid. , pp. 45-55. 

^Hempstead, "Study of Navy Stock Fund," pp. 166-70. 
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The final portion of this legislation, in December, 199-3 , 
placed a limit on the fund in that: "... after June 30, 

1944- , the value of stock in the 'Naval Stock Account' plus 
the outstanding obligations under the 'Naval Stock Fund' 
shall not exceed $ 2 , 250 , 000,000 at any time."'*' 

Two acts of legislation which were passed during that 
time span were important for reasons other than appropriation 
of funds. They were the 199-2 acts of February 7 and July 3, 
which, respectively, removed the supplies and materials on 
board vessels from the Naval Supply Account Fund and changed 
the name of the account. 

The February act read as follows : 

Naval Supply Account Fund, $160,000,000: Pro- 

vided, that the value of the balances of supplies 
and materials on board naval vessels on January 1, 

199-2, shall be expended from the Naval Supply 
Account, as directed by the Secretary of the Navy, 
without charge to current appropriations . 2 

After World War II, the stocks of "general stores" 
carried aboard larger ships with central storerooms were 
once again financed under the Stock Fund. The stocks of 
materials carried on destroyers and smaller ships were 
expended to end use and placed in the custody of the depart- 
ments that ordered them. This system was the standard 
operating procedure (SOP) until the early fifties when it 
was decided that shipboard inventories of general stores 

1 U.S., 57 Stat. 626, Act of December 23, 199-3. 

^U.S., 56 Stat. 79, Act of February 7, 199-2. 
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and repair parts could be managed and controlled through the 
use of allowance lists and load lists which were under the 
control of the fleet. This decision, in addition to a pro- 
nounced desire to reduce the accounting "paperwork load" of 
combat units, caused the abolishment of stock funded ship- 
board inventories. Instead, these stocks were charged to 
fleet operating funds when transferred to the ship. This 
procedure was also extended to fleet issue ships, tenders, 
and repair ships. 

After the Korean conflict, when operating funds began 
to feel the impact of peacetime reductions, stocks of material 
carried aboard tenders and fleet issue ships could not be 
maintained at levels required for adequate fleet support. 

This problem was corrected by the return of stock funded 
inventories to fleet issue ships in 1955 and to fleet tender 
and repair vessels in 1958.^ 

Although the removal of ship's spares from the Navy 

Stock Fund was supposedly an effort to eliminate the burden 

2 . 

of accounting functions under a combat environment, it is 
significant that inventories on board combat vessels, with 
the exception of tenders and repair ships, have not been 

^U.S., Department of the Navy, Bureau of Supplies 
and Accounts, The Navy Stock Fund Annual Report for Fiscal 
Year 1958 , NAVSANDA Publication 265, p. 5- 

^Kermit E. Beck, "The Navy Stock Fund: A Tool for 

Economy and Efficiency" (unpublished Master's thesis, The 
George Washington University, 1968), p. 29- 
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returned to Navy Stock Fund management at the present time, 
which is twenty "relatively peaceful" years later. 

In an effort to make the Naval Supply Account Fund 

a "true storekeeping account" and relieve various accounting 

transactions in the procurement of material and services not 

regularly stocked, the Navy Procurement Fund was established 

by Congressional Act of 194-2, which read in part: 

That there is hereby established under the Bureau of 
Supplies and Accounts the Naval Procurement Fund, and 
there is authorized to be appropriated from time to 
time such sums as may be necessary to accomplish the 
purposes of this fund: Provided, that thereafter 

expenditures may be made from the Naval Procurement 
Fund for material (other than material for stock) and 
for personal and contractual services under such regu- 
lations as the Secretary of the Navy may prescribe: 



Provided further that the Naval Supply Account Fund 
shall hereafter be designated as the Naval Stock 
Fund. . . .1 

The major problem concerning the fluid during World 
War II appears to have been the loss of control that resulted 
from the explosive growth of operations. This loss of 
control is exemplified by the fact that in March, 194-5, the 
fund had a $600 million deficit, caused by the prevailing 
concept of getting the supply job done without regard to 
financial considerations. 

The return to a peacetime level of operations and 
the reduction of accumulated inventories provided excess 
cash in the fund. During 194-6 and 194-7, Congress provided 



■’■U.S. , 56 Stat. 64-6, Act of July 5, 194-2. 

2 

Navy Department, History of Navy Stock Fund , p. 71* 
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for rescission of approximately $750 million from the Naval 
Stock Fund and its return to the Treasury or transfer to 
other appropriations. From 1947 to 194-9, when Congress was 
considering wider use of working capital funds within the 
Defense Department, activity in the Naval Stock Fund was 
routine. The Naval Stock Fund, however, was serving a 
larger purpose than support of the Navy: by its example of 

an established, effective supply and financial system which 
had supported Naval operations in three wars, it led the way 
for wider use of stock funds in the Department of Defense. 

Stock Fund Enlargement to Entire 
Department of Defense 

The stock fund, or "working capital" concept, was 
greatly enhanced in 194-8 and 194-9, when the Commission on 
Organization of the Executive Branch of the Government (the 
First Hoover Commission) conducted its review of governmental 
organizations and operations. A substantial portion of this 
review was devoted to study of the operation of the National 
Security Organization.^ Specifically, it recommended that 
the Secretary of Defense direct and supervise a major 

revision of the entire budget system, with particular 

2 

emphasis on initiating a performance-type budget. The 

"*"U.S. , Commission on Organization of the Executive 
Branch of the Government, Herbert Hoover, Chairman, National 
Security Organization , A Report to the Congress (Washington , 
D.C.: Government Printing Office, 194-9)* 

2 Ibid . , p. 12. 
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precedent that the Naval Stock Fund had set for working- 
capital funds was well recognized in the consideration of 
the proposed legislation. The Senate and House reports on 
the hill both discussed the Naval Stock Fund," 1 ' emphasizing 
its long existence and the benefits achieved by proper 
handling of inventories of common use items. In this vein, 
the testimony of W. J. McNeil, who was later appointed Assis- 
tant Secretary of Defense (Comptroller), submitted that: 

The Department of the Navy has had this very 
excellent tool for management for 5^ years. It 
started 5^ years ago, as a rather small business 
operation, and was very helpful in World War I. 

It was carried on in a substantial size through 
the twenties and thirties and stood the test of 
World War II in excellent fashion. 

After review of the recommendations of the First 
Hoover Commission, and with President Truman's urging, 
Congress passed a bill which was known as Title IV of the 
National Security Act of 1947, as amended. "In order to 
more effectively control and account for the cost of pro- 
grams and work performed in the Department of Defense," the 
legislation authorized the Secretary of Defense 

to require the establishment of working-capital funds 
in the Department of Defense for the purpose of 

(1) financing inventories of such stores, supplies, 
materials, and equipment as he may designate; and 



U.S. , Congress, Senate, National Security Act Amend- 
ments of 194-9 , Rpt. 366, 81st Cong. , 1st sess. , May 12, 19^-9, 
pp. 292-93 ; and U.S. , Congress, House, Reorganizing Fiscal 
Management in the National Military Establishment , Rpt. 1064 
8i st Cong. , 1st sess . , July 14, 1949, pp. 0-10. 

2 

U.S., Congress, Senate, Committee on Armed Services, 
National Security Act Amendments of 1949 (Washington, D.C.: 
Government Printing Office, 1949 ) , p . 2<o69* 
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(2) providing working capital for such industrial- 
type activities, and for such commercial-type activities 
as provide common services within or among the depart- 
ments and agencies of the Department of Defense, as he 
may designate. 

(h) The Secretary of the Treasury is authorized 
and directed to establish on the hooks of the Treasury 
Department at the request of the Secretary of Defense 
the working-capital funds established pursuant to the 
authority of this section. 

(c) Such funds shall be . . . 

(1) charged, when appropriate, with the 
cost of stores, supplies, materials, and equipment 
procured or otherwise acquired, manufactured, 
repaired, issued, and consumed and of services 
rendered or work performed, including applicable 
administrative expense; and 

(2) reimbursed from available appropriations 
or otherwise credited for the cost of stores, supplies, 
materials, or equipment furnished and of services 
rendered or work performed, including applicable 
administrative expenses. 

Reports of the condition and operations of such funds 
shall be made annually to the President and to the 
Congress. 



(h) The appraised value of all stores, supplies, 
materials, and equipment returned to such working- capital 
funds from any department, activity, or agency, may be 
charged to the working-capital fund concerned and the 
proceeds thereof shall be credited to the current appro- 
priations concerned; the amounts so credited shall be 
available for expenditures for the same purposes as the 
appropriations credited. . . .1 



Since this time, the monetary portion of the Navy 



Stock Fund has been regulated through the apportionment proce- 

p 

dures m the budgetary process. 

Although the Navy was well experienced in the operation 
of a "revolving fund, " the requirements imposed by the act 



1 U.S. , Public Law 216, 81st Cong., August 10, 1949. 

^Robert D. Fischer, "The Navy Stock Fund" (unpublished 
Master's thesis, The George Washington University, 1962), 
p. 12. 
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necessitated some changes in its method of operation. While 
the principal purpose of the fund had "been to finance inven- 
tories of supplies and equipment, over the years the fund had 
also become involved in financing manufacturing and processing 
activities. The principal operations of this nature were the 
following: 



Coffee roasting 

Cutting and fabricating items of uniform 
Foundry work on small castings 
Generating and bottling of gas 
Manufacture of electrical fittings 
Paint mixing and blending 
Renovation of petroleum drums 
Rope manufacture.^ 



As the new operating regulations did not permit activities 



of this type in stock funds, these activities were ceased 
either by termination or by transfer to the new Navy Indus- 
trial Fund. This action was completed by fiscal year 1953- 



Under the authority contained in Section 405 of 

Public Law 81-216, the Army and Air Force established a stock 

o 

fund in the latter half of 1950. Both of these funds were 



established on a very limited basis relative to what they 
would encompass in the next few years. The Marine Corps was 



U.S. , Department of Defense, Office of the Comp- 
troller, Working Capital Funds of the Department of Defense , 
Annual Report to the Congress for Fiscal Year 1952 (Washin- 
ton, D.C. : Government Printing Office, 1952 ). 

2 

U.S., Department of Defense, Office of the Comp- 
troller, Working Capital Funds of the Department of Defense , 
Annual Report to the Congress for Fiscal Year 1951 (Washing- 
ton, D.C. : Government Printing Office, 1951)* 
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the last military service to commence stock fund operations, 
on July 1, 1953* 1 

A fifth stock fund was added to the Department of 
Defense with the establishment of the "Defense Supply Stock 
Fund" on January 1, 1962. This fund was established to 
finance the inventories of the Defense Supply Agency. The 
significant difference between this fund and the service stock 
funds is in the method of operation. The Defense Stock Fund 
inventory consists entirely of "wholesale" stocks, procured 
from industry and held for sale to other "retail" stock fluids 
of the services for ultimate sale to users, while the service 
stock funds include both "wholesale" stocks (for items not 

under Defense Supply Agency cognizance) and "retail" stocks 

. . . . 2 
positioned near points of ultimate use. 

The establishment of the Defense Supply Stock Fund 
has had a tremendous effect on the operation of the stock 
funds of the military services. Since the stocking criteria 
for this fund is "to include all material which is commonly 
used by two or more of the services," it has absorbed a large 
portion of high-usage, fast-moving material from the inven- 
tories of the service funds. The result has been smaller 
inventories as well as a reduction of sales in ; greater than 

"^Alfred C. Taves, "Marine Corps Stock Fund 1953-1967" 
(unpublished Master's thesis, The George Washington University, 

1968), p. 2. • 

p 

George W. Erdman, "The Use of Stock Funds in the 
Department of Defense" (unpublished thesis, Industrial 
College of the Armed Forces, 1964), p. 27. 
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one-to-one ratio of sales to inventory, because of the high 
salability of the material transferred to the Defense Supply 
Stock Fund. 

It is significant that the Department of Defense is 
not the sole user of revolving funds in the United States 
Government. The index of the United States Code ^~ carries a 
listing of over twenty governmental revolving funds of various 
types, without mentioning any that exist in the Department of 
Defense. Another type of major "working capital fund" other 
than the stock fund, which exists within the Department of 
Defense, is the industrial funds of the individual military 
departments and the Defense Supply Agency. 

The Korean "police action" in 1950 again necessitated 

the expansion of the Naval Stock Fund as it had during 

previous periods of conflict (see Figure l). A total increase 

of $625 million was added to the fund as the result of laws 

2 6 4 

passed in January, May, and October of 1951- These cash 
augmentations permitted the fund to continue to provide effec- 
tive current support of the naval establishment and to under- 
take an orderly program of increasing its readiness stocks to 
meet anticipated needs. While the fund was being increased 

-‘- U.S. Code (1968 ed.), p. 11065- 

^U.S. , Public Law 911? 81st Cong., January 6, 1951- 

^U.S. ,. Public Law 43, 82d Cong., May 31? 1951- 

^U.S. , Public Law 179? 82d Cong., October 18, 1951- 
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ions 




Source: Lynn Casselberry , "A Historical Perspective of the Ilavy Stock Fund” 

(unpublished Master's thesis, The George Washington University, 1967); 
and Department of the Navy, N^vy Stock Fund Annual Report for Fiscal 
Years 1969; 1970; 1971. 
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to support the war effort, individual extensions of the stock 
fund concept were being accomplished. Medical and dental 
supplies in the amount of $96, 536,935 were capitalized into 
the Navy Stock Fund on June 30, 1952,'*' as were certain common 
electronics items totaling $105,030,000 on June 30, 1953*^ 

As was to he expected, the ceasing of hostilities in 
Korea saw Congress anxious to reduce the Navy Stock Fund to 
a peacetime inventory to wait until another conflict required 
its expansion. It is interesting to note that with the 
inclusion of a $250 million recision in Fiscal Year 1954, 
Congress had recouped over 50 per cent ($1.3 billion of 
$2.5 billion) of all funds which had been appropriated to the 
find since its inception m 1893* 

Congressional Appraisal of Stock Funds 
An indication of the effectiveness and efficiency 
that the stock funds were accomplishing in the area of military 
supply management is expressed in a statement in the Defense 
Department's report on working capital funds for fiscal year 
1954: 

Hj.S. , Department of the Navy, Bureau of Supplies and 
Accounts, The Navy Stock Fund Annual Report for Fiscal Year 

1952, NAVSANDA Publication 263, p. 4. 

2 

U.S., Department of the Navy, Bureau of Supplies and 
Accounts, The Navy Stock Fund Annual Report for Fiscal Year 

1953 , NAVSANDA Publication 263, p. 3* 

5 

U.S., Department of the Navy, Bureau of Supplies and 
Accounts, The Navy Stock Fund Annual Report for Fiscal Year 

1954 , NAVSANDA Publication 263, p. 36. 
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The stock fund has made a major contribution in 
the procurement aspect of supply management. It has 
facilitated the determination of fund requirements, 
by relating the allotment and control of procurement 
funds with issue requirements and existing stock 
levels. As a result, receipt to active stocks from 
procurement for fiscal year 1954 were approximately 
$224 million less than the issues of $1,281 million 
for the same period. This improved approach has 
resulted in cutbacks and cancellations of existing 
orders and has brought the "on order" position more 
nearly in line with requirements for production lead 
time.-*- 

In 1953, as part of the report of the House Committee 
on Go’vernment Operations, the stock fund concept was endorsed 
as follows: 

The use of stock funds simplifies accounting and 
budgeting. Stock funds can improve the ability of a 
good manager to do an effective job in purchasing and 
in inventory control. It is generally acknowledged 
that the use of stock funds will simplify Congressional 
control of operations by allowing Congress to maintain 
control over consumption by the appropriate process 
with better knowledge of previous consumption and of 
quantities of repetitive use material on hand.^ 

The Second Hoover Commission, established in 1953 for 
a second review of the Organization of the Executive Branch 
of the Government, in its Budgeting and Accounting report 
issued in 1955, discusses several of the previously stated 

3 

advantages demonstrated by Defense Department operations. 



^U.S. , Department of Defense, Office of the Comptrol- 
ler, Working Capital Funds of the Department of Defense , Annual 
Report to Congress for Fiscal Year 1954, p. 19. 

p 

U.S. , Congress, House, Committee on Government Opera- 
tions, Military Supply Management , Rept. 857> 83d Cong., 1st 
sess. , 1953 . 

3 

U.S., Commission on Organization of the Executive 
Branch of the Government, Herbert Hoover, Chairman, Budget and 
Accounting , A Report to the Congress (Washington, D.C. : Govern- 
ment Printing Office, 1955 ) 5 P* 39. 
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but also enumerates some negative aspects of the method: 

The principal disadvantages of these revolving 
funds are that they minimize Congressional control of 
agency operations and that their widespread use can 
result in too many pockets of funds which become 
cumbersome from the standpoint of administration. 

Our task force believes that revolving funds should 
be used only in situations where they provide greater 
economy and efficiency than do direct appropriations. 1 

This feeling toward stock funds apparently caused 
the Commission to make a recommendation "that the creation or 
continuation of revolving funds should be reviewed to deter- 
mine if they add to efficient management, once the Government 
establishes appropriate accrual and cost accounting 

p 

techniques. " 

The Commission's report on the Defense Department's 
business organization treats working-capital funds slightly 
more favorably. It states that the revolving fund device has 
been found particularly valuable where a buyer-seller rela- 
tionship exists; that such funds, reinforced by adequate cost 
accounting systems, contribute to improved management control 

and that the continued and extended use of working-capital 

z 

funds, where suitable, is endorsed. 



''' Ibid . , p. 40. 

2 Ibid. , p. 41. 
z 

"n.S. , Commission on Organization of the Executive 
Branch of the Government, Herbert Hoover, Chairman, Business 
Organization of the Department of Defense , A Report to the 
Congress (Washington, D.C. : Government Printing Office, 

1955), p. 78. 
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Recommendation 17 of this report states in part: 

. . the Department of Defense should continue and extend 
the use of systems of accrual and cost accounting and, wherever 
it will add to efficient management, the use of working capital 
funds. . . . The report also notes that "when the capital 
in a stock fund exceeds the amount required to support the 
required inventory, the excess is readily highlighted, and 
Congress and the Secretary of Defense can take prompt action 

p 

to reduce the size of the fund. 1 This last statement was 
put to good use hy Congress in later years as over $1.1 billion 
was rescinded from the Navy Stock Fund in the period from 
1954 through 1961. 5 

Stock Fund Operations from 1955 to Present 

During the years following the Second Hoover Commission 
report, great emphasis was placed on economy and efficiency 
in the Department of Defense, with specific attention focused 
on measuring and controlling the use of operation and mainte- 
nance appropriations. The Navy Department, therefore, 
reemphasized increased utilization of the Navy Stock Fund. 

An ad hoc committee, which was formed to "examine methods and 
procedures for material requirements determination and 
budgeting thereof," made the following recommendations 
regarding extension of the Navy Stock Fund: 

^Ibid. , p. 79* ^Ibid . , p. 81. 

^Fischer, "The Navy Stock Fund," p. 33* 
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The Committee believes that the Navy Stock Fund 
should be extended to the APA (Appropriation Purchase 
Account) spare parts inventories. This should elimi- 
nate many of the shortcomings in the present require- 
ments computations, budget preparation and management 
relationships. 

The Stock Fund should have the following major 
advantages : 

(1) Parallel management and funding responsibilities. 

(2) Provide for a consumption type budget rather 
than a stock inventory budget. 

(3) Balancing of mobilization' reserve stocks between 
inventories. 

(4) Determination of financial requirements of the 
SECP's (Supply Demand Control Points) can be on a more 
current basis, closer to the time the annual Defense 
budget is submitted to Congress. 

(5) Simplify the accounting for material issued 
from the inventories and returned to store — all such 
operations will be from one fluid. 



It is appreciated that the inclusion of all items 
of SDCP inventories will represent a departure from 
the original concept that only items of a "replenish- 
able demand" nature are suitable for incorporation into 
the fund. The concept of "replenishable demand" type 
material must be broadened to encompass a more modern 
concept that items which have an "expected demand" are 
suitable stock to be included and are not necessarily 
subject to rapid turnover, and that the rate of stock 
turn cannot be used as a measure of the effectiveness 
of management when applied to the gross inventory 
valuation. ^ 

This proposal was a major change from the concept that 
the Navy Stock Fund had utilized up to this time. Throughout 
its history, the self-perpetuating nature of the Stock Fund 
was emphasized, and it was limited to the procurement of only 
those standard materials that were widely used throughout the 
Navy. Great care was exercised to avoid the stockage of 



U. S. , Department of the Navy, Office of Analysis and 
Review, Findings and Recommendations of the Ad Hoc Committee 
to Examine Methods and Procedures for Material Requirements 
Determination and Budgeting Therefor , 1955? PP» 1? 85. 
(Multilithed. ) 
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supplies which had limited usage or limited shelf-life and 
thus might result in losses to the fund. Such minor losses 
as did occur were recovered through assessment of a surcharge 
on issue prices. 

As was previously pointed out, Public Lav/ 216 provides 
for stock fund financing of "all materials procured and/or 
stocked for supply purposes. This is intended to include all 
consumable types of material and relatively minor items of 
equipment. ..." The Secretary of Defense was given authority 
to determine the particular stores to be financed under these 
working capital funds. 

Within a year after this report was published, the 
Department of Defense issued an instruction which gave the 
following criteria for inclusion of items in stock funds: 

All material procured and/or stored for supply pur- 
poses. This is intended to include all consumable types 
of material and relatively minor items of equipments, 
including parts and components used in manufacture, 
assembly, maintenance or rebuild of end-items for the 
military supply system. The term "consumable" material 
is used in the sense of covering all material which may 
be considered to be expended to operating and maintenance 
appropriations when withdrawn from a stock fund for use.-*- 

It is this liberalized authority which has served as 
a basis for the extension of stock fund financing to cover 
procurement of technical repair parts. 

This capitalization of Appropriation Purchase Account 
(APA) inventories (photographic material, ship's repair parts, 



^U.S. , Department of Defense, Principles to Be Observed 
in Determining Material to Be Included in Stock Punds , DOD 
Instruction 74-20.5? November 26, l93>6. 
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and electronic and vehicular equipment parts) was conducted 
without reimbursement,"'" during fiscal years 1956 through 1961, 

p 

and amounted to approximately $1,611 million. By the end of 
fiscal year 1961, the only major category of consumables 
remaining outside the Navy Stock Fund was the aeronautical 
sparts, with an estimated value of $2.5 billion. The size 
of the Navy Stock Account had grown from 260,000 items in 
1954^ to 807,000 items in 1961.^ 

The capitalization of the APA material into the Stock 
Fund allowed the Navy to manage over three times as many items 
without an increase in capital. In fact, as previously 
mentioned, the Fund was able to return over $1 billion to 
Congress from 1954- through 1961. This was the result of the 
efficiencies in the stock funding criteria. The capitaliza- 
tion of these inventories into the fund had the immediate 
effect of generating surpluses and items in long supply. 

(The reasons for this effect will be discussed in a later 
chapter. ) Since these items were in long supply, they could 
be sold to the operating forces without the need for replenish- 
ment upon issue. Additionally, many items which had become 

"'"Secretary of the Navy Notice 4400, May 21, 1956. 

^Fischer, "The Navy Stock Fund," p. 33* 

^Beck, "The Navy Stock Fund," p. 35- 

4 

Navy Department, Navy Stock Fund Report for Fiscal 
Year 1954 , p. 4. 

^U.S. , Department of the Navy, Bureau of Supplies and 
Ac c ount s , The Navy Stock Fund Report for Fiscal Year 1961 , 
NAVSANDA Publication 263, P« 3* 
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obsolete by the technological boom of the fifties were 
declared surplus and disposed of at a loss to the fund. 

Despite the criticism which had been brought about 
by the inclusion of "technical spare parts" into the Navy 
Stock Frnid, the "net effectiveness of material availability 
in the system" for the selected categories of material which 
had been capitalized into the Fund had increased by I960 as 
demonstrated by Table 1. The effectiveness of support was 
actually being increased, while economies were being made by 
the system. 

In the year that followed, it appeared that the Navy 
logistics managers had established the "ultimate tool" for 
the management of military inventories. The Navy Stock Fund 
had finally commenced the financial management of all con- 
sumable inventories (except aeronautical spares) and that the 
operating appropriations were truly reflecting consumption 
costs. They were in good favor with Congress and with their 
bosses in the Department of Defense, as was expressed by the 
following comment by Congress: 

The Army and Navy have made widespread use of 
stock funds in almost every applicable area. Their 
progress in the past five years is commendable. 1 

The Department of Defense reiterated its policy by 
stating: "It has been and is presently the objective to 

"4j. S. ,. Senate , Committee on Armed Services, The Opera- 
tion of Stock Funds in the Military Establishment , Report of 
the Preparedness Investigating Subcommittee, 86th Cong., 2d 
sess. , i960, p. 19. 
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TABLE 1 



NET EFFECTIVENESS OF SELECTED CATEGORIES 
OF REPAIR PARTS 



Material 

Category 


FY 

1956 


FY 

1957 


FY 

1958 


FY 

1959 


FY 

I960 


Electronics 
(N .Cog) 


82.0% 


87.4% 


89.0% 


93-7% 


91.4% 


Ship Parts 
(H Cog) 


77.6 


85.3 


89.2 


92.1 


89.9 


Submarine Parts 
(P Cog) 


N/A 


89-9 


88.9 


97.0 


90.2 


Photographic 
Material 
(E Cog) 


N/A 


77-6 


81.8 


78.5 


89.0 



Source: U.S. , Department of the Navy, Bureau of Supplies 

and Accounts, Inventory Control Operations at Supply 
Distribution Activities, NAVSANDA Publication 295, 
Fiscal Years 1936, 1937, 1958, 1959, and I960. 



40 



extend as expeditiously as feasible the use of stock fluids 
on a uniform basis for the military departments based upon 
maximum appropriate use of this authority. ^ 

It is ironic that, gust two years later, in a report 
issued by the General Accounting Office in 1962, the balloon 
of Congressional praise should burst. The report, which 
was initiated by Congressman John W. McCormack, disclosed 
that 



the preparedness ... of individual Navy combat and 
service ships of the Atlantic and Pacific fleets, was 
being seriously affected by their inability to obtain 
repair parts and other material required for combat 
readiness although such material was available in the 
stock fund inventory. We found that the immediate 
cause for this was the insufficiency of consumer funds 
at the level of the ships to purchase this material 
from the stock funds. The inability to obtain the 
needed material significantly contributed to or was 
directly responsible for . . . ships being operated 
without certain essential material on board that 
would be needed in an emergency. 2 

The General Accounting Office further substantiated 
its report by disclosing that nineteen of thirty-one ships 
visited had shortages of over 1,700 line items in the total 
value of hundreds of thousands of dollars. This unfortunate 
situation existed even though in most cases the required 
material was available from supply sources in the individual 
ship's home port. A second part of the report disclosed 



^ Ibid . , p. 30. 
o 

U. S. , -General Accounting Office, Report on Review 
of Stock Funds and Related C on sumer Funds in the Department 
of Defense , Part I, June, 1962, p. 9* 

^ Ibid . , pp. 27-28. 
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that "military activities resorted to various uneconomical 
practices in order to obtain parts and other combat material 
to accomplish their mission when consumer funds were short at 
their level,"'" such as "stripping" material from ships which 
were scheduled for decommissioning. 

The report made a further recommendation that, in this 
writer's opinion, demonstrated that the auditors had missed 
the crux of the problem and possibly did not understand the 
theory behind the Navy Stock Fund operations. The recommenda- 
tion was that : 

The Secretary of Defense either (l) provide that 
consumer funds for repair parts and other combat 
material remain at the departmental levels rather than 
be allotted to and through the various command strata 
and that the procuring activities be reimbursed from 
these funds as material is issued to users or (2) elimi- 
nate completely the use of such consumer funds for 
repair parts and other combat material and have this 
material financed by annual appropriations from the 
Congress. ^ 

The conclusion hypothesized by this writer is that the 
problem was one of insufficient appropriation funding for 
operating units to purchase the material which previously had 
not been chargeable through the Navy Stock Fund. This conclu- 
sion is explicitly pointed out in letters from both the 
Atlantic and the Pacific fleet commanders to the Chief of 



"'" Ibid . , Part II, December, 1962, p. 6. 

2 Ibid. , p. 11. 

3 

Commander in Chief, U.S. Atlantic Fleet, Letter, 
serial 2936/41/440, dated August 30, 1962; and Commander in 
Chief, U.S. Pacific Fleet, Letter, serial 74/1067, dated 
March 26, 1962. 
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Naval Operations, in 1962, prior to the date of the General 
Accounting Office report. 

The consumption figures on which the budget was based 
appear to be for actual items consumed on board the vessels. 
Under the revised procedure, the ships were paying not only 
for that consumption, but also for the buildup of onboard spare 
parts held in the storerooms. If this fact had not been con- 
sidered during a period of rigid funding, as the late 1950 ' s 
were after the cessation of the Korean conflict, limited funds 
would have been utilized for operating consumption only. The 
storeroom material would have become depleted as used because 
of the lack of sufficient funds for replacement of inventories. 

The recommendation of the General Accounting Office 
poses a question in logic. How will the proposal to place 
consumer funds at the department level eliminate the problem 
of insufficient funding? This writer feels that it will be 
likely to create a larger problem as the ultimate consumer (the 
fleet unit) would consider all material "free issue" and refuse 
to let economy stand in the way of operational readiness. 

The department would be responsible for the funds but would 
have no direct control over the end user of these funds. 

The recommendation "to have all repair parts and other 
combat material financed by annual appropriations from Con- 
gress" appears to be a giant step backwards in the attempt to 
evaluate true consumption costs of the fleet units. 
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The problems pointed out by the General Accounting 
Office and the fleet commander reports of similar conditions 
led to a study of the Stock Fund by the Department of Defense 
in 1962. 

The approval of the recommendations of this study by 
the Secretary of Defense led to the removal of over 214,000 
newly defined "principal" items valued at $329 million from 
the Navy Stock Account during the fiscal years 1964 and 1965 . ^ 

The reasoning behind this philosophy of including and 
excluding items from the Navy Stock Fund does not appear to 
solve the problem which was caused by lack of adequate consumer 
funds. The funding problem is not eliminated, but only pushed 
up the echelon of command, as the responsible bureau will still 
be required to maintain system stock. 

A similar problem arose in the management of the Navy 
Stock Fund with the capitalization of 300,000 items of aero- 
nautical consumable material valued at approximately $1,048 

p 

million into the fund on July 1, 1968. This transfer created 
substantial problems for the fund in the areas of budgeting, 
sales-turn ratio, and the existence of excess items. 

"'"U.S., Department of the Navy, Bureau of Supplies and 
Account s , The Navy Stock Fund Annual Report for Fiscal Year 
1964; and U.S., Department of the Navy, Bureau of Supplies and 
Accounts, The Navy Stock Fund Annual Report for Fiscal Year 
1%5, NAVSANDA Publications 263- 

2 

U. S. ,. Department of the Navy, Naval Supply Systems 
Command , The Navy Stock Fund Annual Report for Fiscal Year 
1969 . (Lithographed. ) 
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These problems are approximately the same that arose 
when all Appropriation Purchase Account (APA) material was 
capitalized into the fund during the 1956 through i960 time 
frame. As previously, a SECNAV Ad Hoc Stock Pund Review Panel 
was established by the Secretary of the Navy in November, 1969. 
However, this problem was different in that the Navy Stock 
Pund faced a "cash liquidity crisis" of an estimated $110 mil- 
lion working capital deficiency for fiscal year 1970."^ This 
crisis was deemed to be the result of "the Southeast Asia 
(Vietnam) buildup, the huge migration of aviation material to 

the Navy Stock Pund and the increasing ratio of insurance items 

2 

to fast-moving items. 

In its report published on May 28, 1970, the committee 
made numerous comments and recommendations for improving the 
operation of the Navy Stock Fund. As the majority of these 
relate to or have a bearing on aviation support of the fleet, 
they will be evaluated and discussed in later chapters of this 
report. 



Summary 

Although numerous articles and studies on Naval Stock 
Pund history have been written over the past thirty years, the 
information which they contain is dated and terds to approach 
the history of the fund from a legislative angle. In this 
chapter, the writer has reviewed the fund's history from the 

^Preliminary Report of SECNAV Ad Hoc St ock Pund Review 
Panel, Eli T. Reich, Rear Admiral, USN, Chairman (Washington, 
D.C. : U.S. Department of the Navy, May 28, 1970), p. 1. 

2 

Ibid . , p. 6. 



